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METHOD FOR VALUING FORWARDS 
FUTURES AND OFHONS ON REAL ESTATE 



BACKGROUND OF THE INVENTION 
10001] The present invention relates to the field of commodities markets and indices, and more 
particularly to the creation of an indices and markets for the active trading of real estate and for the 
valuation of forwards, futures and options on real estate. 

[0002] Presently, there are active trading markets for trading instruments around fee world such 
as stocks, bonds, forward transactions, futures options and futures contracts on commodities 
including agricultural products, financial instrmnents. stock market indices and the like. However 
there exists no active trading market m real estate, other than fee physical market whereby owners' 
of property (owners or lessors) rent, lease or seU feeir space to renters Gessees), and buyers of 
property. For example, commercial lease transactions in real estate are generally for terms of 
between three and ten years in duration at a specific price per square area unit per year. Often an 
option (a "call" option) to renew a lease at a specific price, at and/or for a specific tone in fee 
future, is granted by owners or lessors to renters or lessees. 

10003] There is a direct correlation between cash leasing prices per square foot and sales prices 
for commercial and industrial properties, whefeer it is at the median level or at different building 
class rates. In most cases, long-term lease rates are calculated based on fee actual value of fee 
properly itself However, feere is a limited amount of mibiased, current and fixture-related data 
regarding leasing rates and sales rates per square foot for commercial properties and ofeer types of 

properties (mcluding residential, industrial, vacant land and ofeer real estate properties). Thus any 
person or company feat sells or rents property does so in a nontransparent market. Commerci^ real 
estate rates, whefeer for sales or leasing purposes, are not published or conceived in an open 
marketplace, despite fee fact feat commercial real estate sales and lease rates are an important 
economic indicator as well as a necessity for many companies and individuals. Similarly, feere 
exist no benchmark prices for sales or lease rates for any type of real estate based upon an active, 
liquid, transparent and unbiased market 

[0004] In addition, many options m real estate exists but feey are embedded in long-term leases 
and feus camiot be offset or valued in any fashion. As a result, future or present renters or owners 
of properly camiot ofiset feeir financial risk m terms of fixture inventory of commercial real estate 
or fiiture needs for commercial real estate, as feere is no direct hedge or offset for real estate 
Furthermore, developers of real estate and financier, of real estate camrot guarantee current market 
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levels Of rent or lease mcome or current market sales prices per square foot or meter. There is also 
no mechanism to sell real estate short, in a specific area or sector, although there is an interest from 
individuals, investors, pools of capital and speculators in terms of commercial and other types of 
real estate values past, present and future. 

SUMMARY OF THE INVENTION 

lOOOS] In accordance with one embodiment of the present invention, a system and mefliod for 
matching buy and sell orders is provided. A daily cash index of real estate values for a local region 
is maintained and a trading instrument representative of an interest in real estate in the local region 
is created. In this regard, a cash settlement of the trading instrument is a function of the daily cash 
index on the date of said cash settlement. In addition, a pluraUty of buy orders relating to the 
instmment are generated; a plurality of sell orders relating to the instrument are generated; and the 
buy and sell orders are matched to determine a purchase and sale of the instrument. 

100061 m accordance with another embodiment of the present invention, a system and method for 
tradmg futures contracts in real estate is provided. A daily cash index of real estate values for a ' 
local region is mamtained and a futures contract representative of an interest in real estate in the 
local region is created. In this regard, the futures contract has a settlement date, wherein a cash 
settlement of the futures contract is a function of the daily cash index on the settlement date. In 
addition, a plurality of buy orders relatmg to the fiitures contract is received; a plurality of sell 
orders relating to the futures contract is received; and the buy and seU orders are matched to 
determine a purchase and sale of the futures contract. In accordance with an alternative 
embodiment of the present invention, the contract is a forward conttact rather than a futures 
contract 

(00071 III accordance with anoflier embodiment of the present mvention. a system and method for 
providing indices for real estate transaction values is provided. Each day, a survey is performed of 
actual real estate transactions executed on said day in a local region. In addition, each day, a daily 
cash index of real estate transaction values in the local region is generated based upon the survey. 
Preferably, each month, the daily surveys are aggregated on a monthly basis to generate a monthly 
cash index, and a volatility value is generated based upon the monthly cash indices over a plurality 
of years. In certem embodiments, the real estate transactions are commercial real estate leases. 

[0008] In certain variants of the above embodiment, based upon historical data, monthly cash 
indices of commercial real estate values in the local region for each month of at least 10 prior years 
are generated, and an mitial volatility value based upon the monthly cash indices over said at least 
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10 prior years is generated. The volatility value is then updated based upon each monthly cash 
index. 

[0009] fa accordance with another embodiment of the present invention a method for forming an 
exchange is provided. A nmnber of investors for an exchange are identified, wherein the investors 
are likely users of the exchange. An ownership interest in the exchange is sold to a plurality of the 
investors in return for an investment amount. Tlie formation of the exchange is funded, at least in 
part, with the investment amount, and seats on the exchange are sold to a pluraUty of exchange 
members in return for a membership fee. wherein said seats providing the exchange members with 
an exclusive right to initiate trades on the exchange. 

[0010] In accordance with another embodiment of the present invention, a system and method of 
operating an exchange is provided including a daily cash market source, a plurality of investors, a 
plurality of members, and an exchange. At the daily cash market source, a daily survey is 
peifomied of actual real estate transactions (preferably, leases) executed on said day in a local 
region, and each day, a daily cash index of real estate transaction values in the local region is 
generated based upon the survey. At the exchange, a trading instrument representative of an 
interest in real estate in the local region is created, wherein a cash settlement of the trading 
instrument is a function of the daily cash index on the date of said cash settlement. At each of the 
plurality of exchange members, a plurality of buy orders and a plurality of seU orders are generated 
for the trading instrument. Then, at the exchange, the buy and sell orders are malx^hed to determine 
a purchase and sale of the instrmnent, wherein each pmxshase has a purchase price paid by its 
corresponding buy order and each sale has a sale price paid to its corresponding sell order. A 
portion of each purchase price is paid to each of a plurality of investors m fte exchange. 

[0011] In accordance with another embodiment of the present invention, a system and method for 
trading buy and sell orders is provided. One of a buy and sell order for an instrument representative 
of an interest in real estate in a local region is generated, wherein a cash settlement of the trading 
instrument is a function of a daily cash index on the date of said cash settlement, the daily cash 
index being an index of real estate values for the local region. The order is transmitted to an 
exchange for matching buy and sell orders to determine a purehase and sale of the instrument 

[0012] In accordance with another embodiment of the present invention, a system and method for 
matchmg buy and sell orders is provided. A daily cash index of commercial real estate vacancies 
for a local region is mamteined. and a trading inslxmnent representative of an interest in real estate 
vacancies in the local region is created. A cash settlement of the trading instrument is a function of 
fee daily cash index on the date of said cash settlement A plurality of buy orders relating to the 
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mstnment is generated, and a pluiality of sell orders relating to the instrument is generated. Th^ 
buy and seU orders are matched to determine a purchase and sale of the instrument 

100131 m accordance wilii another embodiment of the present invention, a system and method for 
matching buy and sell orders is provided. A daily cash index of hotel room rates for a local region 
IS mamtained, and a tmding instrument representative of an interest in hotel room rates in the local 
region is created. In this regard, a cash settlement of the trading instrument is a function of the 
daUy cash index on the date of said cash settlement A pluraUty of buy orders relating to the 
instrument are generated and a plurality of sell orders relating to the instmment are generated The 
buy and sell orders are matched to determine a purchase and sale of the instrument 

10014] In accordance with another embodiment of the present invention, a system and method for 
matchmg buy and sell orders is provided. A daUy cash index of hotel room occupancy (or 
vacancies) for a local region is maintained, and a Hading instrument representative of an interest in 
hotel room vacancies in the local region is created. A cash settlement of the trading instrument is a 
function of the daily cash index on the date of said cash settlement A pluraUty of buy orders 
relating to the instmment is generated, and a plurality of sell orders relating to the instrument is 
generated. The buy and sell orders are matched to determine a purchase and sale of the mstrmnent 

[00151 m accordance with another embodiment of the present invention, a system and method for 
matehing buy and sell orders is provided. A daily cash index of real estate data for a local region is 
mamtained and a trading instmment representative of an interest in real estate data in the local 
region is created, m this regard, a cash settlement of the trading insttument is a fimction of the 
daily cash index on the date of said cash settlement In addition, a plurality of buy orders relating 
to the mstrument are generated; a pluraUty of sell orders relating to the instrument are generate- 
and the buy and sell orders are matched to detemiine a purchase and sale of the instmment In t^s 
regard, ttie real estate data may include occupancy rates and/or commercial construction starts, 
and/or residential construction starts, and/or forclosure statistics, etc. 

100161 Computer readable media, having stored thereon, computer executable process steps for 
performmg the methods of the embodiments described above are also provided. 

BRIEF DESCRIPTION OF THE DRAWINGS 

[00171 Figure 1 is an illustrative flow chart for generating a daUy cash index of real estate values 
in a local region. 

[00181 Figure 2 shows a preferred system for trading interests in real estate in accordance with an 
embodiment of the present invention. 
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DETAILED DESCRIPTION OF THE PREFERRED EMBODIMENTS 

10019] In accordance with certain embodiments of ihe present invention, there is provided a 
system for creating an index aiid a market for the trading of real estate and for valuing futures, 
forward values and options on any type of real estate. Tte system outlined allows for a historical 
database as weU as a marketplace in which valuation, investment, hedging and speculation can 
occur in a transparent and nonbiased &shion. 

[0020] In one embodiment of this invention, historical databases will serve as the benchmarics for 
aU indices that are created, and currem market or trading and valuation prices wUl emanate ftom 
actual business that teansacts on the forward or futures indices themselves. TTie database will serve 
as a historical tool from which the indices are derived. Historical prices wiU enable market 
participants to understand and incorporate historical variance or volatiUty into flieir future 
perceptions of price variance or volatility, which will give rise to Hading and hedging decisions. A 
mechanism is also provided for hedgmg, valuation and speculation in the commercial real estate 
markets as well as in markets for other types of real estate (i.e.. residential, industrial, land and 
Other forms of real estate) where data exists. 

[0021] The database will be derived preferably from a myriad of sources, including city, town, 
village or mmiicipalily records, known and licensed commercial real estate broker's records, acLl 
lease documents, services and research companies that provide historical data in various forms of 
real estate data that are used and acknowledged in the marketplace, and any other sources that may 
be appropriate for ascertaining real estate lease rates, commercial as well as other real estate rates 
and data as outlined above, per square foot, meter, acre, or hectare (as appropriate). 

[00221 The historical database wiU encompass data for a certain nmnber of years, for example 
ten, fifteen, or twenty years. Local regions (hereinafter "sectors") will be established such that, 
within each sector, there is a direct and high correlation in terms of the movement of real estate 
lease rates (commercial as weU as other real estate rates and data as outlined above) over time. In 
this regard, depending on the correlation of real estate rates, a sector could be a city (e.g.. New 
Yoric aty); a neighborhood, a comity, even a slate. A weighted average of flie lease rates and/or 
sales rates will be calculated in order to establish a benchmark value within each sector It is 
contemplated that, at least initially, data wiU be compiled by month and year for each sector, such 
that, for a twenty-year database, there wiU be 240 data points on a weighted average basis for each 
sector (12 months of data points for each of 20 years). 

[0023] Forward and future values can be established by utilizmg past prices, current prices and 
takmg into accomxt current interest rates for the period of the forward or fUture, as well as current 
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inflation rates, which affect the specific real estate market. Option values will be calculated by 
utilizing the historical measure of variance or volatility as well as the volatility that is implied by 
buyers and sellers, with an eye to these statistical measures for the historical period as well as the 
market participants' future expectations that match the time until expiration of the option in 
question. It is preferable fliat standard option pricing models that are used in the equity and debt 
and/or commodities markets will be utilized. 

[0024] In one preferred method (of many methods) of valuing forwards, futures and options on 
real estate, a database is first prepared. This database would ideally mclude data on lease or sales 
rates (commercial as well as other real estate rates and data as outlined above), per square unit of 
area (e.g., foot, meter, acre, or hectare), ascertamed from city or town records for a specified 
number of prior years. The initial database would include lease rates (for commercial or other 
types of real estate) in a particular sector or region, for example. New York City, New York, or a 
neighborhood thereof The database would be compiled preferably firom city or municipality 
records where leases with tenures of more than three years are recorded at the Bureau of Records. 
The database would also be compiled from data supplied preferably by known, licensed and 
reputable real estate brokers, research firms specializing in real estate and other sources that could 
provide actual bona fide data for the appropriate sectors. 

[0025] The city or municipality is broken down into sectors wherein homogeneity of lease r;ates 
per square unit area exists. An actual cash value, per year, in each sector is ascertained, and a 
weighted average of the lease data is compiled. Each yearly/monthly average, in each sector, is the 
average cash value of commercial or any other type of real estate in that particular sector for that 
particular yeai/month. In one embodiment, prices fliat deviate from the mean, median or mode in a 
statistically significant fashion can be eliminated in order to create a smooth average that is 
representative of the underlying market that is being represented. Iti the marketplace, these 
deviations can be used for adjusting the current pricing methods for higher/lower quality lease 
rates. The data are then used to measure year-to-year or month-to-monfh variance or volatility of 
the data in order to create a database of historical variance or volatility. 

[0026] Database information for each sector is maintained separately, as different areas within a 
city or municipality will have different real estate leasing, sales or other rates (for commercial or 
other types of real estate as outlined above). Individual lease or sales rates, within a sector, at any 
specific point in time, should not deviate firom the current average by more than a statistically 
significant amount without the occurrence of any exogenous factors. These factors may affect 
square foot leasing rates by virtue of their effect on the economy or economic condition of the 
economy as a whole, or their effect on a specific property, as the case may be. 
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[00271 A series of indices, per sector, allows the general population as well as those interested 
parties to hedge, speculate and value current positions through a transparent and published 
benchmarkprice for that specific sector. Over-the-counter transactions and/or exchange contracts 
are set up in order to feciUtate trading, hedging, arbitrage and speculation in real estate rates in each 
sector (for commercial as well as other lypes of real estate as outlined above). Published data allow 
for the valuation of options embedded in current conmiercial leases via standard options pricing 
formulas for the valuation of put and call options. 

[00281 The database is kept constant and up to date as new leases or other transactions are entered 
into m the cash market. This creates a cash index, which in turn creates a mechanism for the 
settlement of forwards, futures and options as described below. TTie database as well as market 
data, which is defined as the trading volmne, open interest, daily prices of forwards, futures and 
options, will be proprietary information and available for safe to interested parties to utilize for 
trading, valuation or any other purposes deemed necessary and appropriate. 

[0029] This methodology is applicable to all cities, towns, villages and locaUties in the United 
States, as well as to other comiiries around the world in which lease and sales rates for commercial 
and other types of real estate outlined above are filed and/or axe available ftom reputable sources in 
order to create a historical database, which wiU be &e basis for cash indices, futures, forwards and 
option prices. This methodology is appUcable to all types of real estate for which historicafly tiiere 
is data on sales prices and leasing prices. 

[0030] Forward, future and option prices wiU be determined by transactions that occur between 
willing buyers and sellers. However, in the preferred embodiment of this invention, no physical 
delivery of any form of real estate will ever occur. Instead, the indices will serve as a tool for 
traders, hedgers, speculators, arbitragers and any interested parties to protect themselves or take a 
view as to the future movements of real estate lease or sales prices, n^e indices themselves, as well 
as all related transactions in the forward, futures and options markets, will take place independent 
of the underlying market for physical real estate. Although it is possible that these forwards, 
futures and options prices will give rise to a benchmark for pricing of the underlying physical real 
estate markets, it is preferred that there wiU never be delivery of an actual piece of real estate 
against these indices. 

[00311 Instead, a mechanism wifl exist for cash settlement of transactions against the appropriate 
index itself. In a preferred embodiment, all open futures contracts, forward contracts and options 
contracts are to be settled on a cash basis between buyers and seller, based on the settlement of the 
cash or futures or forward indices, which are created via the database and are maintained by 
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subsequent trading activity, on the date of settlement of the particular instrument. Thus, for 
example, holders of a real estate futures contract that came true would collect the proceeds of 
traders who put money into the market but predicted wrong, and it is expected, as discussed above, 
that the indices will serve as the benchmark for settlement. 

[0032J However, the market in buying and selling forwards, futures and options will still be based 
on supply and demand fimdamentals. (It is possible ftat the futures prices wiU deviate from the 
cash index prices due to economic data, such as interest rates or inflation rates, or the perceptions 
and expectations of those parties trading the forwards, futures and options products in the 
xnaifcetplace.) TTierefore. interested parties will have the abiUty to go "long" or "short" in order to 
take a view or protect a position in flie actual sector of their interest. These positions will be 
financial in nature, and the only mechanism for settlement will be a cash mark to market settlement 
against the specified index on the agreed upon settlement date. 

100331 The term real estate transactions includes, for example, sales/purchases, leases or other 
such related transactions. 

[00341 nie term real estate data, includes, in addition to real estate transaction, other real estate 
related data such as vacancy rates, hotel room rates, hotel occupancy rates, data relating to new 
residential or commercial construction, etc. 

[0035J As used herein, the term "exchange" is defined broadly as any entity or group of entities 
which provides order matohing. trade execution, and reporting, including wifliout limitation open 
out cry exchanges Cike the Chicago Board of Trade. New York Mercantile Exchange, or Chicago 
Mercantile Exchange) and electronic exchanges Oike the NASDAQ) as well as Alternative Trading 
Systems (connnonly referred to as ATSs) such as ECNs. 

[00361 In addition, the following terms wiU be used throu^out the appUcation as defined below: 

[00371 Arbitrage: The process in which professional traders simultaneously buy and sell the same 
or equivalent securities for a riskless or limited risk profit A technique employed to take advantage 
of differences in price. It mvolves the simultaneous purchase of one futures, forward or options 
contact against Ihe sale of another, in order to profit from disparity m price relationships. 
Variations include simultaneous purchases and sales of futures contacts with different delivery 
months or different exchanges. 

[00381 Ask: the price at which a person is ready to sell. The ask price normally quoted is flie 
lowest price at which anyone is wiUing to seU a commodity future, forward or option. 



I 



8 



wo 2005/003908 

PCTAJS2004/020554 

W Bid: o*=n„fe^toasquoutio„ or ,uo«,I.i.ao offertobuyata^ific price. bid 
■a the highest pnce mycm has declared that he wants to pay for a comnodi^. 

(00401 B«yo«close:U,buya.,he«Kiofth.,«diaga.adonwitt,i„acloai„grange„fpricea. 

10041) Buy on opening: fc, buy a. the beginning of the ,»iing session a. a price wiftin to 

opening range of prices. 

fO«42J Cash maftet the ounent cash price for the underlying maritet, 

r,r. ^ <^'*ch fte tenns of an option or futures contrac. are 

MSaed through fliepayn-entorreceiptindoUarsof the «n«n«by which*, optionorfcnn^ista 
the monq, as opposed delivering or receiving fte u»ieriying stock or commodity itself. 

m*4, Ca.hset.tanen.fnn,re:a«.»nesemedonac,shbasisagain.,ap,edeten.in^ 

pnce or index. "^o**. 

10O45) Ontral tendency: a sununary of raw data calouUted to identify a signifeaa trend or 
tendency m a distribution. 

!!r.oe?Ht^^*;T""^***°"''^'^^'»=^'^'-^'° 
^Her^eachbuyerofam^s or optionscontract Tbectearingho.se assumesresponsibiUtyfor 
the p«fonnance of each contract and the protection of the buyer and seUer ftom c«„rac,„al defltnlt. 

lOMTI a^House:thepartofafta,uresexchange,batactsasabuy.rl»ran.ellersanda 

seller tor all buyers. 

(00481 Closfagonienaoord.rtobuyo,s.nat.pricetha.iswiadn,heelosingrange. 

100491 Closmg r»,ge: the range of prices ttat is recorded d«ing tta clos. (v.. Opening renge). 

IO<«^Con.rec.mon.h:,hemon,l..pecifledi„aftm^ 

I005I, Con,r.c.tradingvolnm.:«.enumberofcon,r.cts,radedinacommodityorcommodi.y 
aeiiveiy month during a specific period of time. 

101)521 Contract unit: fte standardly amount for a conm.odi^&,„re3contn«t 

I0053I Dayorder: anc^n,b«yorsen which, if no. «^ted, expires a, the end of the trading 
day on which it was entered. ^ 
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10054] Debt Market a market in which debt securities are traded, such as bonds. 

10055] Dispersion: (spread) the degree of difference between values in a distribution and the 
average. 

[00561 Distribution: a list of raw data that can involve a smaU number of values or a large number 

of values. 

10057] Electronic Market - a platform whereby bids and offers are matched via an electronic 
market platform or medium. 

[0058] Equity: the total cash value of an account, including the amount of profit or loss that 
would be incurred if lie existing futures or options contract positions were Kquidated at the current 
settlement price. 

[0059] Equity Market: a market in which equity securities are trades, such as stocks. 

[0060] Exchange traded: Futures and options traded on a regulated exchange. 

[0061] Exponential moving average: a method for calculating the moving average for a l^e 
distribution or a large number of periods. 

[0062] Fill or kill order: an order to execute a transaction immediately or cancel the order. 

[0063] Fundamental Analysis: the examination of underlying factors of supply and demand in an 
attempt to determine market behavior and. fllerefore. allow one to profit ftom anticipating price 
trends. 

[0064] Good Till cancelled order: an order to buy or seU that remains in effect until it is either 
executed or canceled. 

[0065] Hedge: A conservative strategy used to limit investment loss by effecting a transaction, 
which ofisets an existing position. 

[0066] Hedging: the act of using a conservative strategy to limit investment loss by effecting a 
transaction, which offsets an existing position. The use of a futures, forward or options position to 
reduce price risk. It involves tiie purchase or sale of either a forward contract, a futures contract or 
options contiacts as a temporary sdbstitute for cash market transaction that will occur later. 

[0067] Limit order an order to buy or sell at a specified price or better. Also caUed a resting 
order. 
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[0068] Listed option: A put or caU option that is traded on a national options exchange. Listed 
options have fixed strike prices and expiration dates. 

100691 Liquid Market: an actively traded market, a market that has a large number of buyers and 
sellers. 

10070] Liquidation: the offsetting of a futures or options position. 

[00711 tognormal distribution: A statistical distribution that is often applied to the movement of 
stock prices. It is a convenient and logical distribution because it impUes that stock prices can 
flieoretically rise forever but cannot fall below zero. 

100721 Long position: A position wherein an investor's interest m a particular series of forwards, 
futures and/or options is as a net holder (i.e., the number of contracts bought exceeds the number of 
contracts sold). 

[0073] Mark-to-market: An accounting process by which the price of securities or commodities 
held in account are valued each day to reflect the last sale price or market quote if the last sale is 
outside of the market quote. The result of this process is that the equity in an account is updated 
daily to properly reflect current security or commodity prices. 

[00741 Margin: a good faith deposit or performance bond whereby the customer deposits the 
required cash to indicate his wiUingness and abiHty t» perform on flie contract in the event that it is 
not offset before the delivery month. 

[0075] Market iftouched order (MIT): an order that become a market order when ftie commodity 
touched a specified price or better. An MIT order to seU becomes a maricet order when flie 
commodity trades or is bid at or above the MTT price. An MIT order to buy becomes a market order 
when the commodity trades or is offered at or below the MTI price. Also called a board order. 

[00761 Market on opening order: an order to buy or sell during the opening. 

[00771 Market order: an order to be immediately executed at the best available price when the 
order reaches the ring. 

[0078] Market on close order: an order to buy or seU during the close. 

[00791 Mean: the average of distribution, calculated by adding all the values and dividing that 
total by the number of values. 
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lOOSOl J&dta. to middle value in . disWbution. so »ne-hdf of to vsU^^g^^ 
one-half of the values are less. 

[0081] Mode: the value that appears most often in a distribution. 

[0082] Model: A mathematical formula designed to price an option as a function of certain 
var.ables-gene.Uystockor commodity price, strike^^^ 
(It any) to be paid, and the current risk-free mterest rate. 

[0083] Moving average: a series of calculations used to spot trends that develop over time This 

teclmiqueof^ets the effect ofawidelyvaryingrange by identi^^ 

likely future experience. *- f 

[0084] Offer: a proposal to sell at a given price (vs. bid). 

[0085] Offset: the liquidation of a long or short futures or options position. 

[0086] Onclose:anorderinstn.cting1he£loorbrokertobuyorsellduringthecloseofthetr^^ 
session. ^ 



[0087] On openmg: an order mstructing the floor broker to buy or sell during the evening of flie 

trading session. ^ 

[00«81 Ol>™tate«stallfufi«»sorftatur=soptionspo,itio„stiutthaveaotl«enU,ai^ I, 
tepresen., to ^..ber of fttoes or opdom co„.,ac. i„ one deliv^y nu^ « one option, 
c-nurac, to. b.v. been entoed into bu. no, ye. .etfled by an oSeaing SansacSon o, Mlffled by 

dehvery or cash ae«emen..Tl,enu„*« of ou.s,anding option con.rao«intoexch.ngeo^ 
m a particular class or series. 

[00891 Op«ring. -a.: to, .peoifio p«iod of *ne dedgn«ed by an exchange a. to aart of to 
<«bng session dming ^ieh aU tansaottons are considered made "at to opening-- 

t0O90I OP«ingorder:ano,dertobee«c«Md».ingtoop«nng.Iftoonfcrcanno,bedo« 
durmg the opening, it will be cancelled. 

^091, C^„Outcry:b„>kers caning out inaloud,cIearvoicefor any other brokers 
bids and offers m the trading pits or rings of commodity exchanges. 

[0092] Original Margin: (- initial margm) the amount ofmoney that is required to be deposited 
m an account when a futures or options position is established. 
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[0093] Over-the^ounter: An option or fixture traded off-exchange, as opposed to a listed stock or 
connnodity option or ^turo. The OTC foture or option has a direct link between buyer and seller 
has no secondary market, and has no standardization of strike prices and expiration dates or 
quantity. 

[0094J Position: an interest in the market demonstrated by buying or selling futures, forwards or 
opton contacts. One wi& a long position has bought the futures, forwards or options. One with a 
short position has sold the futures, forwards or options. 

[0095] Positionlimit: niaximum number ofcontracts a speculator may control in a particular 

futures contract at any time. 

[00961 Real Estate: a portion of the earth's surface extending downward to the center of the earth 
and upward infinitely mto space including all ftings pennanently attached thereto, whether by 
natureorbyapersoa Real estate plus all interests, benefits and rights inherent in ownership This 
could mclude commercial real estate, which includes business property, including offices, shopping 
malls, theaters, hotels and parkmg facilities, as well as mdustrial real estate, including warehouses 
fectories. land in industrial districts and research facilities (sometimes referred to as manufecturing 
properly), as well as rural land. 

[0097] Scaleorderanorder&atinstructsabrokertobuyorsellacontractatthemarketorata 
imnt. After he or she has made the initial trade, he is then instructed to buy or sell additional 
contracts at specified price differentials. 

[0098] Scalper: a member of the exchange who day trades for his or her personal account many 
times m a smgle trading session in hopes of making a smaU profit on each day hade. 

[0100] Setdement Price: the price established by the floor committee of flxe exchange ti^t is used 
by the clearing house to determine the unrealized profit or loss on all open contracts on a daily 
basis. Also called the clearing price. 

[0101 J Short position: A position wherein a person's interest in a particular series of forwards 
futures and/or options is as a net writer or seUer (i.e.. the number of contracts sold exceeds tiie ' 

number of contracts bought). Itrefeis to one Who sells and doesnotowntiie underlying commodity 
or security ^ 

[0102] Speculation: the process of buying and selHng forwards, futures and options for the 
purpose of making a profit. A speculator will buy forwards, futures and/or options if he or she 
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«*e«s a« price will ri« „d wiU seU fonmd,, to^es and/or „pS„^ if h» „, ^ «^ ^ 
pncewillfcll. 

101031 Sp««d: (Othesimuta»«usp«cta«ofoMcommoffl^ftn™rdorfumreconlr»ct 
.ga:.s,fl««le of d».,„„„ra„l.Mco.»oai,y forward or ita^^ 

P«sa„dc.Bso„ft..,.„for™rfo,fi.«^^,^^,^^^^^^^^^^^^ 

pTxces, 

[0104, S.a„-«<'<te™tto„:fl„™.,,terofu.U«i«di,per,io„,cdo.U,edby£i^«„^ 

of the vanance, 

(0I05I S'»<taiBOm«lomnul.tivedfe«bua„aamction:ofarandomvariabte,u«:ally the 

proW>iU^F(x)ft..i. win W«o.ava,„eno.greatott^x;i,th. variable «caaoo„„i;aMte 
se, of values, ftea F(x) u fte s»m of to probabilities of toe values ,k„ greater ftan x. 

[01061 S«P<>rderanordertol>uyors.natft.„«,fce,ifft.oon.^^,„„^^ 
^ecfied price («op price). A stop orier to seU becomes a rn^fcet order if fce contract trades at or 
below, or ,s offered below, fte Stop price. A Stop order to buy b«=omes a order if the 

contract trades at or above, or is bid at above, the stop price. 

[0107, St^-,i„,i, orfer: an order to buy or sell a, a specified price orbettcr if to c«,«r^ ^ 
a. or ttaough a specified price. A sell stop limit onto becomes a Bmi, orier once to commodity 
trades at or below tf« specified price. A buy stop limi, orfer becomes a buy limft order if to 
contract trades at or above to specified price. 

(0108, Valuation: to attribution ofworft to a commodity or security 

(0109, VoI»me:toto,al„umberofpurch.scsands.les(.rades)madeduring.,r«Hngsession. 
For eveq, contract purchased there is one cont,«* SOU rep^senting to volmne of m» coM«^ 

(OHO, WeiSUed average: a method for computing an avemge in which greater wei^. is assigned 
to one or more ofto values in to distribution. 

(0111, Tl»«=nn>olatiU,y--or-S™.,„»-.ausedh.reinme.nstodegreeofdevM^^ 
drstnbutK. Of values, in tin. case, a measure of how sp«ad out a disMbution of prices U ftom a 
meanpr^e. '"^'tanulafer establishing volatility or variance fiom a mean price is computed as 
.heaver.ges^devi.tim,ofe.ch,mnbertani.smean.-n«<tam.la(insmnmationnotation) 

for the variance in a poDuIatinm'<5 ^ " N . , 

population IS ' ^^^^re ^ ,s the mean and N is tbe number of 

scores. For example, for the numbers 1. 2. and 3. the mean is 2 and the variance is: 
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^= 3 '-^^^ 

[01121 The term "historical volatUity" as used herein means the measure of volatiUty or variance 
ftat a maitet has exhibited through historical behavior. 

[0113] The term "implied volatility" as used herein means a measure of the volatility of the 
underlying stock or commodity determined by using option prices currently existing in the market 
at the time rather than using historical data on the price changes of the underlying stock. 

10114] The term "variation margm" as used herein means the amount of money that must be 
deposited in a futures account to restore the equity back to the original margin requirement. 

I0115J The term "forward transaction" or "forward contract" as used herem means a principal-to- 
principal contract between a buyer and seUer in which all terms ate negotiated and agreed upon 
between the two parties. There are no standardized terms, and all terms are negotiated between 
buyer and seUer before tiie forward transaction is agreed upon. 

101161 The term "forward value" as used herein means the price agreed upon by a buyer and a 
seller in a forward contract. 

10117] The term "forward market" as used herem means a market for the trading of cash forward 
contracts, i.e..non-exchange contracts for any amomit of a commodity or security, for any quality. 
deUvered or cash settled at a time and place agreed upon by the buyer and seller. 

[0118] The term "fiiture transaction" or "futures contract" as used herein means a contract traded 
on a futures exchange for delivery of a specified amount of a commodity or security, or for 
settlement on a cash basis at a future date. 

[0119] The term "futures price" as used herein means the price of a commodity or a security 
determmed by pubUc auction on a futures exchange or electronic medium. 

[0120] The term "Index" as used herein means a compilation of the prices of several common 
entities into a single number. 

[0121] The term "option" as used herem means the rigjit. but not tiie obligation, to purchase or 
sell a specified amount of a commodity or security at a specified price wiflun a specified period of 
time. An American style option is an option contract that may be exercised at any time between flie 
date of purchase and die expiration date, and most exchange-traded options are American-style. A 
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European style option is one that may only be exercised at its expiration, such that there can be no 
early assignment with this type of option. 

[01221 The term "premium" as used herein refers to the price of an option contract, determined in 
the competitive marketplace, which the buyer of the option pays to the option writer (or seller) for 
the rights conveyed by the option contract 

101231 The term "Index Option" as used herein means an option whose underlying entity is an 
index. Most index options are cash-based, meaning that there is no physical commodity or security 
that is traded. 

[01241 The term "put option" as used herein means an options contract that gives the holder the 
right, but not the obligation, to sell a specified amount of a commodity or security at a specified 
price for a specific period of time in the fiiture. For example, the right to sell commercial real 
estate, in a specific sector, at a specified price (per square foot, or meter). 

(01251 The term "call option" as used herein means an options contract that gives the holder the 
right, but not the obUgation. to buy a specified amount of a commodity or security at a specified 
price for a specific period of time in the future. For example, the right to buy commercial real 
estate, in a specific sector, at a specified price (per square foot, or meter). 

[01261 The term "strike price" or "exercise price" as used herein means the stated price per share 
for which the underlying security or commodity may be purchased (in the case of a call option) or 
sold (in the case of a put option) by the option holder upon exercise of the option contract, as 
defined m the terms of his option contract. 

[01271 The term "exercise" as used herein means the act of taking advantage of tiie right to buy or 
sell the underlymg futures contract at an agreed upon strike price. 

[01281 The term "assigmnent" as used herein means the receipt of an exercise notice by an option 
writer (seUer) that obligates him to seU (in the case of a call) or purchase (in the case of a put) the 
underlying security or to effect cash settlement at the specified strike price. 

(01291 The term "expiration date" or "expiration time" as used herein means the day or time on 
which an option contract becomes void. Holders of options should indicate their desire to exercise, 
if they wish to do so, by this date. 

[01301 The term "at-the-money option" as used herein means that the strike price of tiie option is 
equal to flie market price of the underlying security or commodity. 
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[01311 Hie term '•m-the-money option" as used herein means any option that has intrinsic value 

For example.acaU option is in themoney if the underlying security or commodity is W^^^ 

^estnkepriceofthe call, andaputoptionis in the money if the security or commodity is below 
the strike price. 

(01321 l,»«™«„„,^,.ft^^^^...,^^^^^^^____^^_^^^^^ 
value. For CK-^te. . oafl op&M o«t«f-tt».„™ey if ft. sttke pri« fa g«ato a.n ft. 
pnce of to «n4«lytag securi^ „r co™.„di,y. ..rf . p« .^tf^ outof-ft«mm.y,if to sWk. 
pn<» M less toa to motet price of to mArijing «curity or <»>mn>odity. 

101331 The ,en„ "i^c value" used he«ta means to vahe of an opto if i. to 
m»ed«Wy wift to underlying stock a. its « price. i.e, to an«»^ 
to money. For call options, .his is to difference be^,een to stok or commodity &n™rd or 
fuRu^s price and to strike price, if to. is a positive mmtor. »d ^ otWiae For 

put options, tins is to differ«,ce be.»e«. to stiike price and to stok or commodi.y arw.nl „ 
««ures price, if that ditatence is positive, and aro oftenrise. 

10134, Tte'^m-timev.tae-.snsedhereinmeanstoamoun.ofoptionpremiumtotexce.ds 

Its mtnnsic value. 

10135, ■"'^''^-oPtionprice-.ausedher.lnmeanstopremiumti^tobuyerp.ysandto 
seller receives for transacting the option. 

(01361 ^e^"theoreticaIvalue''asusedhereinmeansthepriceofanoption,oracomb«^^^^ 
of options, as computed by a mathematical model. Option prices are derived typicaUy ftom 
forward or futures prices, using a standard options pricing formula, such as ihe Black-Scholes 
options pncing formula, binomial option pricing foimula. or a derivative of either. 

^1371 1^«Black.Scholesoptionpricingform«la.asdescribedinBlack,F. andSchoIes.M 
0;.//.^P^««^P.^;..Unh.ersi1yofC^^^^^^ 

stock that does not pay a dividend or make other distributions. This option pricmg formula 
assumes the underlying stock price follows a geometric Brownian motion with constant volatiKty. 

IB the ongmaloptionpricing formula pubUshedby Black and Scholes. values foracallpricecand 
put pnce pare ^ 

. Here, log denotes the natural logarithm, and: 
5 = the price of the underlying stock 



and 
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jc = the strike price 

r = the continuously compounded risk free interest rate 
t = the time in years until the expiration of the option 
<r = (he implied volatility for (he underlying stock 
* = the standard normal cumulative distribution function, 

[0138] For example, consider a European call option on 100 shares of non-dividend-paying stock 
ABC. The option is stmck at $55 and expires in .34 yea^. ABC is trading at $56.25 and has 28% 
(that IS 0.28) impHed volatiKty. The continuously compounded risk free interest i^te is 0 0285% 
Applying the formula for a call price, &e option's market value per share of ABC is $4 56 Since 
the call is for 100 shares, its total value is $456. Of this. $125 is intrinsic value, and $331 is time 
value. 

[0139] The term "Delta" as used herein is a value for the amount by which an option's price will 
change for a one-point change in price by the miderlymg entity. Call options have positive deltas 
whale put options have negative deltas. Technically, flie delta is an instantaneous measure of the ' 
option's price change, so that the delta will be altered for even fractional changes by tixe mxderlying 
entity. For a caU option Delta = #(rf,), and for a put option Delia = 1. 
[0140] The term "Gamma" as used herein is a value for how fest or how much flie Delta of an 

option changes as the miderlying futiires change. For hoih call and put options, gamma » ^ . 
[0141] The term «Vega" as used herein is a value for how much an option will increase in value 
as the volatility rises. For both call and put options. Vega = **(4)>^ 

[0142] The temi «The(a" as used herein is a value for the rate at which an option loses its value as 
time passes, ie.. a measure of the rate of change in an option's theoretical value for a one-unit 

change in time to the option's expiration date. For a call option nreta=~ ^yTf ^^"^^^ ^ 

and for a put option Theta = 

[0143] The term W as used herein is a value of the option's sensitivity to changes in interest 

rates. For a call option *'*"*^^'""'*C<'i>. and for a put option where ^ 

denotes the standard normal probability density function. 
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[01441 A binomial option pricing fonnula is used for calculating values and pricing options on 
American style options. The binomial model breaks down the time to expiration into potentially a 
very large number of time intervals, or steps. A tree of stock or commodity prices is initially 
produced working fonvard from the present to expiration. At each step, it is assumed that the stock 
or commodity price will move up or down by an amount calculated using volatility and time to 
expnation. This produces a binomial distribution, or recombining tree, of underlying stock prices 
■nie tree represents all the possible paths that the stock price could take during the life of the 
option. At the end of the tree, i.e., at expiration of the option, all the terminal option prices for each 
of the final possible stock or commodity prices are known, as they simply equal their intrinsic 
values. 

101451 Next, fixe option prices at each step of the tree are calculated working backward from 
expiration to the present. The option prices at each st«p ai« used to derive the option prices at the 
next step of the tree using risk neutral valuation based on the probabilities of tiie stock or 
commodity prices moving up or down, the risk free rate and the time interval of each step Any 
adjustments to stockprices (at an ex^vidend date) or option prices (as a result of early exercise of 
Amencan options) are worked into the calculations at the required point in time. At Ihe top of the 
tree, there is one option price remaining. 

10146] In a binomial model, the option has only two possible outoomes because the miderlying 
stock or commodity has only two possible outcomes - up by a factor of u or down by a fector of d 
The Stock price at the end of the period is either S„ = S(l-fu) or S, = S(l+d). where u and d are the 
rates of return on tiie stock or commodity and u and d can be different At expiration, a call on the 
stock or commodity will be worth its intrinsic value, i.e., 

either Cu = Max[0,S(l+u)-E] 

or Cd = Max[0,S(l+d)-E] 

Assume that u is high enough that the caU wiU expire in the money and assmne that d is low 
enough (negative) that the call expires out^f-the-money. Assmne that d<*<u, where r is the risk- 
free interest rate. Note fliat the call price is not given in absolute terms but in terms of the 
underlying stock or commodity's price. 

(01471 nie fonnula is derived by constructing a risk less portfolio of stock or commodity and 
options. A risk less (no uncertainty) portfoHo should earn the risk-free rate. Hie risk less portfoKo 
called the hedge portfolio, consists of h shares of stock and one written call, where h is the hedge ' 
ratio. The value of ihe portfolio is V = hS - C. At expiration, the value wUl be either 
V. = hS(l-ha) - C„ or V, = hS(l+d) - Q. If the portfolio is risk less, there should be no micertainty 
m tile value, i.e., V„ = Vd regardless of flie movement of S. 
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m4^ B«. since ft= portfolio is risk less. *c fcm. value of the portfoUo should be V(l..) = (hS- 
CXl.r)eswen.whichsho„,dbee,„.,toeifterV.„rV.whicha:.ide„«cal„y™y. So VnL 

option pncmg formula: 

n= pC„-Kl-p) c. 
1+r 

where p = M)/(u-d). The values of p and (1 -p) could be interpreted ^ 

upward movement in the stock or conunodifypriceandd-rtastheprobabilityofadownward 
movem^t in the .tockor commodi^price.Butno assumptions about the va^^^ 

for developmg the fonnula. So. thecunentcallprice should be thepresent value Of the weighted 
average of the two possible call prices at expiration. 

r0149I Thegeneralprincipleofrisk-neutralvaluationstatesthattheworldcanbea^^^^^ 
mk-neutxal when pricing options. IMS is possible if the option prich^^ 
file underiymg stock or commodity price rather than in absolute terms. 

[0150] For example, assume that: 

S = 60 
E = 50 
u = 0.15 
d = ^.20 
r = 0.10 

Note d«. the expiration value of the hedged portfolio mil be fl.e same tegsriless of 4e ,«,v«nen. 
m the stock or commodity price. 

At1=0the value of the portfoliois 0.9048(60)- 14.80 = 54.29- 14.80 = $39 49 

At t = 1 the value of the portfolio will be 0.9048(69) - 19 = 62.43 - 19.00 = $43 43 if the 

stock or commodity price moves up 15%, or will be = 0.9048(48) - 0 = 43.43 - 0 = $43.43. if the 

Stock or coimnodity price moves down 20%. 

[OISII Also, note »^ $43.43 - 39.49(H.:o) . 39.49(1+.). That is, since the hedged portfolio 

, *° °° - Note 

lliat. a^, the val,» of fte call is gieater ttan its intrinsic value of $10. 

I0I52J So, given a fo,n>uIa for »ha„he price of the cdl should be, . 6«ler can compa« the 

ma*..p„ce«dete™in.lf.hecanisove.priced„rundeq*ed..ndwhetl»r,he^ 
sold or bought respectively. 

(01531 He nMin advantage of the btaonual model over the Black-Scholes model is that i, can be 
used to accutatelyprice American options, mis because itispossftl. Witt thebhK^ialn,^^ 
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to check at every point in an option's life (i.e.. at every step of the binomial tree) for the possibility 
of early exercise (e.g., where, due to e.g. a dividend, or a put being deeply in the money the option 
pnceatthatpointislesslhantheitsinlrinsicvalue). Where an early exercise point is found itis 
assumed that the option holder would elect to exercise, and the option price canbe adjusted to 
equal the intrinsic value at that point. Ibis then flows into the calculations higher up the tree and so 
on. 

[01541 Th^ binomial model basically solves the same equation, usmg a computational procedure 
that the Black-Scholes model solves using an analytic approach and in domg so provides 
opportunities along the way to check for early exercise for American options. The same underlying 
assumptions regarding stock or commodity prices mideipin both the binomial and Black-Scholes 
models: that stock prices foUow a stochastic process described by geometric Brownian motion As 
a result, for European options, the binomial model converges on the Black-Scholes formula as the 
number of binomial calculation steps increases. In feet, the Black-Scholes model for European 
options is really a special case of the binomial model where the number of binomial steps is 
infinite, m other words, the binomial model provides discrete approximations to the continuous 
process underlying the Black-Scholes model. However, although the binomial model and the 
Black-Scholes model ultimately converge as the number of time steps gets infinitely large and the 
length of each step gets infmiteshnally small, this convergence, except for at-the-money options, is 
anytiung but smoofli or uniform. 

[01551 To handle American option pricing in an efficient mamier other models have been 
developed. The Roll, Geske and Whaley analytic solution can be used for pricing an American caU 
on a stockpaying discrete dividends. In addition. Black's approxhnation for American calls 
basically mvolves using the Black-Scholes model after makmg adjustments to the stock price and 
expiration date to take account of early exercise. Further, the Barone-Adesi and Whaley quadratic 
approximation is an analytic solution for American puts and caUs paymg a continuous dividend. 
Although a number of option pricmg models are described herem for purposes of illustration, any 
suitable option pricing model may be used in conjunction with the present invention. 

[0156] As described above, a method is provided for valumg futures, forward values and options 
on commercial real estate (or any other type of real estate) creates a vehicle for owners of 
commercial property (lessors), renters (lessees) of commercial property, holders of leases 
speculators in commercial property, foture renters (future lessees), foture lessors, those wio have 
financial exposure in temis of commercial real estate values and other interested parties; to 
ascertain current, forward, futures and option values for commercial real estate rates. It lllows them 
to hedge (offset) risk or take on additional risk in terms of flie commercial teal estate market It 
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creates transpareiu^y (known, non-biased and published pricing) in a market that does not have 
current benchmark prices that are available to the public and accepted as the actual market prices 
Although the present invention is particularly applicable to commercial real estate, it should be 
appreciated fliat it can also be applied to rural land (i.e.. unimproved land); residential real estate, 
mdustrial real estate, or any other type of real estate. 

10157] The creation of a market for the active trading of real estate and the method for valuing 
forwards, futures and options on commercial real estate (or any other type of real estate) derives 
from the establishment of a historical database. At first, a city, municipality, town, village or 
locality is broken down in1« sectors within which there is a high degree of correlation between (a) 
real estate (for example, commercial or mdustrial) leasing mtes per square unit area, e.g foot 
meter, acre, hectare, as the case may be. and/or (b) the price movement of different properties (e g 
class A. B or C properties or different classes as defined by compilers of data) within the same 
sector m square feet, meter, acre, or hectare on a percentage basis. It may be appropriate for a 
locahly to have only one sector in some cases, m others, itmay be appropriate for a city to be 
divided into many sectors, reflecting the feet that among the areas of that particular city there are 
stark differences, for example, in rates for leasing or in percent appreciation or depreciation. 

[0158] In each sector, data are collected from a myriad of sources. These somces will include 
cily. town, village or municipaUty records; known and Ucensed real estate broker's records, actual 
lease documents and any other sources fliat are bona fide and may be appropriate m terms of 
ascertaining real estate lease and sales rates, per square unit area. e.g.. foot, meter, acre, hectare as 
appropriate. » is preferred that only fi:ee market properties are considered, thus excluding 
govermnent regulated leases, such as rent-controlled, rent stabilized another such leases whose 
lease terms and rates are controlled in some measure by law. Furthermore, leases are in general 
standardized, such that variability in leases among such factors such as inclusion of taxes and 
Utilities in lease rate, specific sublease rights or restrictions, and others, are stripped out. 

[0159] The data include actiial lease rates and prices for leases agreed upon between owners of 
properties and lessees of those properties for the period of those leases. For example, if a lease is 
for ten years in tenure at a fixed price, that lease will provide data only for the month in which the 
lease was agreed upon, as it was agreed upon at the current market at the time that the lease was 
entered into. However, if the lease provides for monthly or annual increases based upon a 
percentage or some other variable, the present value of that amount will be calculated and collected 
as data for that particular lease. The pu^^ose of this data collection is to ascertain only the market 
lease rate value for the period in each data point. In this case, it is preferred that each month wttl be 
a data point, as that is tiie period when the lease was entered into at flie flien-current market 
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[0160] The data are compiled in each sector for a set period, for example, the previous ten, 
fifteen, or twenty calendar years. The average price per square foot (or meter, acre, hectare, etc.) 
will then be calculated on either a weighted average basis (the sum of the number of square feet , 
meters, acres, hectares in a lease times the price per square foot or meter (or acre, hectare, etc.) 
divided by the total number of square feet, meters, acres, hectares) or a moving average or 
exponential movmg average or some derivative thereof, which will yield the average price per 
square foot (or meter, etc) for that sector each month and year for the number of years. The cuirent 
average price per square foot (or meter, etc.) will be the current month's data, which for this 
example will be calculated on a weighted average basis. This will be the value of the current cash 
index. A measure of historical variance or volatility will be applied in order to establish the 
historical variance or volatility of that particular sector. This process will be repeated for each and 
every sector m each city, municipality, town, village or locality where data are readily available. 

[0161J Once data are collected, the results (for example, for all twenty years or two hundred and 
forty months) will be compiled into a series of data points. It is preferred that each month from 
inception until the cunent month is a smgle data point The most recent point would be the current 
cash value of the index. When a complete set of data are collected in a sector for the entire tune 
period, statistical tools will be utilized in order to smooth out the results and create a normal 
distribution of lease prices for each period (month and year) encompassing that period. 

[0162J For example, if there were five leases entered into within a specific sector during the 
current month, the data would be as follows: 

Lease 1 ; 100,000 Sq. feet at $46.00 for ten years at a constant rate 

Lease 2: 100,000 Sq. feet at $48.00 for ten years at a constant rate 

Lease 3 : 100,000 Sq. feet at $50.00 for ten years at a constant rate 

Lease 4: 100,000 Sq. feet at $52.00 for ten years at a constant rate 

Lease 5: 100,000 Sq. feet at $54.00 for ten years at a constant rate 

If there were a slidmg scale of increases m future years, the current lease value would reflect the 
present value based upon current interest rates. 

[0163J Calculation of the index would be made on a weighted average basis, a movmg average, 
an exponential moving average or some derivative thereof. One example of the calculation of the 
index for a specific sector is the sum of the square footage times the price per square foot divided 
by total square footage. In this example, the weighted average is computed as follows: 

(100,000 X 46)+(100,00Q x 48VH-100.00Q x 5QUn 0 0.000 x 52Winn, nnn v «;i> =$50persa ft 

500,000 ^' ' 

[0164] If the most current month weighted average figure were $50.00 per square foot, the cash 
index would be trading at 50.00. Thus, in this example the index has a cash value of 50.00. Of 
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oo^e, tl» valu, of m fate will clunge on a daily bad. a, new data a« ,dd«I. oal^^ 
mcoiporatod into the cinrent month's index. 

(0 W51 P„ft„*ly. the tuHterlying ddly lease da.. a.e g«,era*«J by a Q«Uifled Unifom, Daily 
CaAMadcetSonrce. A genial process tegen«a.ingfl„ daily cash index is illnst^ted in the flow 
cha« of Fig„« 1. AS described above, pnor «, i«™duo.io„ of the index, monthly cash indices of 
oommexml real .s.«e values in the tecal «gion (.««or)ftr each monft of a, leas, 10 prior years is 
genen«.dbased«pon theUstorical data describedabove (step 100). An initial volatility value is 
fteogenera,edbasednpo„,hen,onlWycashindicesovers«d.tle.s.lOpri„ryears. nan,when 
tt. mdex is introduced the cash market somce conducts drily surveys of act«l commercial real 
esta^ leases executed on fta. day in fte sector a.e.. local region) {stq> 300), and generates a daily 
cash mdex of conm«,oiaI real estate lease values in fl« sector based upon the survey (step 400) 
Prefer^ly. if fce survey mKovers no transactions on a given day. the p^ous day's index value is 
The dady data are (hen aggtegated on a monfldy basis to generate a mondily cash index for 
sard each month (step 500). and dre volatility value is updated based upon the new monthly cash 

«d«(s^ 600). Toeosmeth. integrity of d»h^ the dafly survey shouldbecouductedby the 
Umfonn Daily Cash Matfet Source, which is an mtbiased par^ without fiduciary interest 

mflte cashmarfcetpl.ee. Althou^. this cart, madtet source can also generate flte index itself it is 

riso possible to have the mdex generatedby the exehange(or another separate entity)bas«^ 
me data received from Ihe cash source. 

10166] Some additional real estate products relating to residential and commercial property that 
are available for indexing and trading are the following: 

-Absorption Rales, which are flxe amount of additional space that becomes occupied, and ftis can 

be gross or net; and 

- Capitalization R«es (O^ Rates): . calculation th« reflects the relationsh^ between one year's 
net opemtinginc^ne and dre current martovah^ofaparticuhtrpropertyforgr^^ 
which IS designed to reflect fte nrte of return or yield Of the favestment 

101671 It should be noted that althou^ the system preferably a^gatea the dat. to fbrm monthly 
mdu^es, the data can alternatively (or additionally) be aggregated in any p«iodic manner o g 
weekft,. biweekly. ,uart^ly, Ham,u..ly, ammany. etc. In addition, alftough the syst«n Ls bL 
descnbed above in the context of a single local region, it should be appreciated that in other 
en^odiments of the present invention, the indices for flte local regions (sectors) can be aggregated 
to fiwm regional, statewide, national, or even global indices. 
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[0168] In a preferred embodiment of the present invention, the individual lease values are 
weigjited according to building class, m this regard, one of ordinary skill in the art wiU appreciate 
that commercial real estate is commonly divided into Class A buildings. Class B bmldings. and 
Class C buildings, with space in Class A buildings generally renting at a higher price than space in 
Class B buUdings. and Class B buildings generally renting at a higher price than space in Class C 
buildmgs. The building classification is generally based upon the services (e.g.. cleaning, door 
man. porter.) provided in the building, but may also be affected by the location (e.g.. avenue vs 
side streets) or the physical structure and fixtures provided (e.g.. elevators, lobby, etc). 
Neverflieless. there is general agreement among real estate agents and buUding owners regarding 
the bmlding class of any given building. The weight accorded to each class could be assigned on a 
vanety of bases. For example, it could be weighted as a function of the percentage of overall 
cormnercial space in the local region having each building class. As another example, it could be 
werghted according to a perceived volatility of a building class. For exanq,le. it is often theorized 
that Class A buildings are less sensitive to a downturn in the lease market than Class B and Class C 
buildings. ' 

[0169] m alternative embodiments, real estate transactions can be weighted according to other 
classifications. For example, residential real estate transactions could be weighted according to • 
room classifications, e.g.. studio, one bedroom, two bedroom, three bedroom, four bedroom, etc. 

[0170] Forward prices would preferably be determined on a principal to principal basis between 
part.es wishing to secure the forward value of space in fte future both on the lessee and lessor side 
When each party to a transaction agrees upon a price, the terms of the transaction would settle on a 
cash basis on the settlement date against the cash index representing tire agreed upon sector. As an 
example, a forward transaction entered into for five years at a price of $60 per square foot in the 
agreed upon sector would settle five years hence at the cash value of the index on ftat date If the 
cash index were $70 per square foot on that date, fte seller would pay flie buyer $ 10.00 per square 
foot m settlement of the transaction. The parties to this transaction could be owners of property 
titers of property, speculators, hedgers or axiy interested parties, m this way. the index provides a 
benchmark price as well as a transparent and unbiased market reflecting actual rates achieved in the 
underlying market. In otixer words, on the settlement date, the value of the dafly cash index 
converges with the actual value of die real estate fliat is being hedged. 

[0171] In one preferred embodiment, futures prices will be determined by open^utory in a 
commodity pit or electronic matehing of bids and offers. Order of various types such as market 
orders, spread orders, limit orders, market if touched orders, buy or sell on close orders, buy or sell 
on opemng orders, day orders, market on opening or closing orders, resting orders, scale orders. 
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Stop orders, stop-limit orders and various other types of orders will be placed, either with brokers in 
a tradmg pit or ring or via an electronic marketplace. Sellers and buyers will come to the market 
and show their interest to either buy or sell a certain number of square feet of commercial (or other 
type of) real estate in a given sector for a specific future date. These transactions will be feciUtaled 
via standard trading platforms that now exist in all equity, debt and commodity markets. 

[01721 Contract specifications will be determined preferably in terms of months and years in the 
future and number of square feet or meters (or acre, hectare, etc.) per contract. Futures contracts 
are standardized in terms of settlement terms (the dat«s and times that the contract wUl settle on a 
cash basis and against which index it wiU settle in each case) and contract size (the amount of the 
real estate contained in each contract). The futures contracts will represent fee future value of &e 
mdex as determined by buyers and seUers of futures. 

[01731 The buy orders, or bids, and the sell orders, or offers, will be matched and the transactions 
W.11 be executed. Preferably, trades wUl be executed either on exchanges where floor brokers or 
locals will execute orders for customers and locals wiU execute order for their own accounts in a 
tradmg p,t, or ring, or via electronic trading platfomis. The prices at which the fUtures and futures 
optxons transactions trade are preferably published, and the trades are preferably cleared through a 
cleannghouse. as is done with stocks, bonds and commodities that trade on exchanges. Exchanges 
will control onginal and variation margin requirements as well as position limits. There wiU be 
data created in terms of volmne of transactions, the high price and low price each mdex tmdes at 
daily. Additionally, there will be data on open-interest (the number of open buy and sell contracts 
existmg in the marketplace for the futures contract). This will create a fixlly transparent market for 
commercial real estate (and all other types of real estate as outlmed above) in each sector The 
orders may be transmitted to the floor brokers or exchange in any mamier. It is contemplated 
however, that orders can be placed using software platforms (e.g.. cUent based software, or wlb 
based software), as is commonly done wife stocks and commodities. 

[0174J Options currently exist in many long-temi commercial leases. Options on commercial real 
estate leases create a hedging and valuation tool for existing options feat are embedded in leases 

Tliey also creat.atool,wMch WiU serve to aUowthose interested parties to protect feemselvesfr^ 
pnce movements. They also will create fee opportunity for feose parties who wish to speculate on 
fee movement of commercial real estate lease rates (or ofeer type of real estate transaction) over 
tmie. as will fee forward and futures market for commercial real estate leasmg (or ofeer type of real 
estate transaction). Option prices will be derived from forward or fytar^ prices, using an 
appropriate option pricing formula or a derivative feereof. 
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ft*n. op.onawj^b..^cdonafi.toes exchange. The op««.c»U.^«^^.„ 

n« to value. .„«^. vaha is fl« i„-fl„.„^ 

^ha^pnceofSS pers,.awhe.«.e™ae.,^,.„^.i,^,^^^^;^^^ 
P« , ft of ,„.n..c value; a call op«o„ a sUiU price of S50 per ^. ft w^. 
n»*« .s currently ..<B„ga.$70pe,.,.«wou,dhave ,20 pcr.q.ftofinW^,^^.)^'^ 
|^.o„s can be our-of-fte-money. where «.re is inWnsio vata.. jus. ftne value, "n^ «ril» price 
.attepncea.wtachlheopaoncaabeexercis«ioraetdedasainst 

If'H T^"' ""^ "^"^ """" - ^ °" *e date 

ofs^.^fl„.p^^^^^__^.^__^^^^^.^^^^^^^^^^ 

ae buyer pays for rights inhereu. iu fte oprion. When an option is traded. fl.e buyer pays a 
~and.hese»,r.»ceive.ap.enU„n,d,a.is.u,uanyas,^upon.Ihep^^ 

pa.dand^e„^«nlun«vob-nessdays.Cashset.,edop.io„so,f„rwardaa„do,<U.ur^ 
~c«l.ea.es.a,eanows,b„separ«eswithcurrent exposures toh^^ 

^ow.fl,osen«e,^p.r.ies„h„wishtoeither.atoriskorn,it,gateris^ 
matranspaientaiidnonbiasedmaiketplace. 

m77, ^^J«-ta-<,rda.-e»i*.h.e,nb„din»«so^ 

»^ opportunrty to e«er h* h«.^. speeuUtive. spr^td or arbittage ^^^^^^ 
«ton*».al.nu^i«.^^^.^^^,^^^^^^^^^ 

ofpart»s»abeneftftom,he.s.ablishme«of,hesys.emdesoribedh«ein. 

e^toasouthnedaboveXwillbeabletohedge the future .««.„dW.a,e».orsatea^ce,.fl 

P^pe«y,hatfl.eyo™wi.binagivensector.Theywiah.vetbeabiH.y«.p.«ee.,hcl,vrI!r 
.<.eo.u>u.gn,„.etiu.e.n,so,se,,ingforwa*.*..uresc.ea,,„p.ionso,pur^ 

^rproper.yorpropcr.iesar.n„.yetrentedor,heir.ease3.re^^ 

bn,tytoc„verca.,op..ous^t»,bypu,.haaingbackoal,<,p.i™a^«„,^^,^ 

(01791 to .uidition. renters or lessees of cn,n,ercial pr„pe«y („r any ^ real estate as oumned 

aW)w.Ubeabl.tohedge,h.«,tu.c.en.s.W,atesorpur«hasepricesofpr„per^jri 
««»cu.ren,iy.enting or thattheyantieipaterentingwithinagiven sector. 
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ability to protect themselves from an appreciating market in terms of buying forwards, fotures or 
call options or selling put options if the property of their choice is not yet available to them or if 
they are not in a position to secure a lease or purchase. They wiU also have the abiU<y to value and 
hedge caU options granted to them by lessors or landlords within the sector lhat they may have 
embedded in their current leases. There are many other uses that renters of property may employ 
via this system. 

10180] Holders of options on commercial property (or any other real estate as outlined above) will 
also have the abiKly to value and offset, if they wish, these positions that are created by the fact that 
Ihey are holders of options to renew a lease or in some cases purchase a property at a certain price 
for a certain maturity. There are many other uses that holders of &ese options may employ via this 
system. 

[0181] SimUarly. grantors of options on commercial property (or any other real estate as outlined 
above) will also have the abUity to value and offset, if they widi, these positions that axe created by 
the fact that they have granted options to renew a lease or in some cases to sell a property at a 
certain price for a certain maturity. There are many other uses that grantors of these options may 
employ via this system. 

[0182] Furthermore, developers of commercial property (or any other real estate as outlined 
above) will have the ability to sell forwards, futures or call options or purchase put options in order 
to guaranty the current market lease rat^s or rents. This will aid them in terms of negotiating 
financing arrangements with banks and financiers. It will strip the market risk out of fte equation 
when a provider of financing looks at the potential and assumed cash flow of a property and the 
developer's ability to perform on their loans or equity investments in their properties that are under 
construction or being contemplated. There are many other uses that developers of these properties 
may employ via this system. 

[01831 Ofter parties that will benefit from the estabUshment of the system described herein are 
businesses seeking expansion that have anticipated additional space requirements in the future 
Such businesses will have the abiUty to buy futures, forwards or call options or sell put options in 
order to hedge themselves against an appreciation of price in the market sector that they plan to 
expmd in. Conversely, businesses seeking connection that have anticipated less space 
requirements in the future wiU have the ability to seD futures, forward or call options or purchase 
put options in order to hedge themselves against a declining market in terms of price in the market 
sector that they plan to contract in. There are many other uses that businesses seeking expansion or 
contraction may anploy via this system. 
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{01841 m addition, any party daat has exposure to conunercial real estate lease rates (or any other 

^les^teexposure as outlined above)wiU have the ability to offsetrisk by hedgingutil^^ 
forward, futures and options markets via this system. 

10185] Similarly, any party that wishes to take on risk and speculate as to fte direction of 

conmiercial real estate lease ratesCor any other real estate rates whether sd 

able to do so via employing this system. IWs system wiU give the party the ability to go long or 

short in specific sectors and the abiUty to employ thatparty'smarket view as to the directiono^ 
pnce of the underlying market The party can go long without purchasing actual phy^ 
and the party can go short, where no mechanism for shorting this market now exists. 

[0186] Furthermore, arbitrageurs and spread traders will have fte ability to spread risk ftom one 

sector against another using tMs system. They will also have the ability to profit from markets 
are mispnced via option or spread trades. Additionally, arbitrageurs and spread traders wiU have 
the ability to build positions utilizing other futures, forwards and options trades that exist in 
markets that are higMy correlated with the real estate markets, such as the markets f^^ 

i^at.on,currencyandoti.ersthatarerelatedtotheeconomiccyclewhichaffectsthese^^ ' 
There are a myriad of uses for arbitoageurs and spread traders via this system. 

^87] The system provides these and other parties with the opportunity to enter into many 
drflferent type of transactions based upon the establishment of the system described herein as 

d.cussedhereir.below.such as hedging transactions, swaps, forwardor future txa^^^ 
tmuacbons md speculative bansacdans. 

lOm H=dei^«n«»actionsw<»Udl«e»cledby.hedg.rdfterb»y^^ 
fUturesand/oroptio,,soffl»iBdexinfl»s«=u,rmwUohtheytav.expoau«. For example ifa 

developer of ta»l in . ,eeu» needed «. g„a.««ee to c.™„, n.a4e. lease rate of $lo per 

foo. in omer to «««e a good rate lor &^ hia projec, he „ she could go U> eiter fte 
forward, fttoes or option. n.aAe, and sell forwart or fteres or puichase put options wift a sWke 
pnce of $40 per s<pa.e foot in aar^ifc sector. If he wen, building a property wifl, 100 000 
sq»«e feet, he would hedge 100,000 square fte, « J40. Therefore, he would satisfy his tader, 
request to "X^" in" a» cu™„n«*e, rates for to fWure. Then, if prices w«e to rise to $50 per 

square foottatofl.n„e.todeveloper would leasetopropertya.tocu,re„,nwl.c. rate of $50to 
lessees, and he would eitt,er close out his hedge by pun:hasmg back his short position in to 

forw^ or futuresn^rl^. or sell on, his pu. optica Tl„„.«„,<>3,„„^,b.,,,^^^ 

to. he rece,v«l ftom to lessee, giving him a ne, of « leas. $40 per square foot On to otor hand 

rfpr.=eswe,etod.cli«to$30pers,ua«foo,todev.loperwouldleasetop.„pertytolesseesa.' 
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the current market of $30 per square foot, and then either close out his hedge by purchasing back 
his short position in the forward or futures market or sell out his put option. Thus, he would receive 
a $10 profit ftom his hedge position and would net at least $40 per square foot, which would satisfy 
his lender. This is just one simple example of a hedge transaction using this system, and there are a 
myriad of other possibihties for hedgers via this system. 

10189] One hedge possftiUty is a homeowner's hedge for residential real estate. For example a 
homeowner or owner of a piece of real estate owns a property that has appreciated significantly 
over the life of his or her ownership; assume the homeowner purchased the house (approximately 
3,000 square feet) for $100,000. and the current market value of the house is $400,000. The 
homeowner anticipates seUing the property in two years. The owner will have the opportunity to 
lock in the current market value by selling futures, forwards or call options on futures or forwards 
or by purchasing put options on futures or forwards representing 3.000 square feet in the 
appropriate sector, thereby guaranteemg the current market price. If the current market for the 
sector is $133.33 per square foot ($400,000 divided by 3000 square feet), the owner would have the 
abihty to sell futures or forwards at $133.33 per square foot or purchase a put option with the strike 
pnce of $133.33 per square foot (or some value close to fliat) for that specific sector for the square 
footagp that he or she wishes to hedge. If the owner buys the option, he or she would pay a 
premimn. If the owner sold fixtures or forwards, the property itself could be used as collateral for 
the transaction. 

I0190J If the property, over the life of the hedge, depreciates in value the owner will have positive 
equity in their account (in terms of the hedge) as tiiey have sold the forward or fixture at $133 33 
and the value of the sector is now below that If the properly were to appreciate, the owner would 
be m a negative equity situation and would owe money agahxst the hedge. However, as a result of 
pledgmg file property as collateral for the hedge, the patty with whom the hedge was transacted (a 
bank or broker) would have a claim against the property itself (as it would have been pledged as 
collateral), thus protecting itself ftom the credit risk inherent ux the transaction. When the owner 
sells the property, he buys back his or her hedge (or seUs out the put option), thus Uquidating the 
hedge and achievmg &e hedged price of $400,000 (or $133.33 per square foot) for the property hi 
this example, the owner of the property hedged him or herself against a loss in value of the property 



owned. 



[0191] The fixtures, forwards and option markets could also be used by those fiiture owners of 
property who wish to protect themselves from an appreciating market by purchasing fixtures, 
forwards and/or options in the appropriate sector for the appropriate amomit of space. 
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[0192] ^<>*^-hedgapossi^ilityisanindustrialhedgeforan.anufacturer;^^ 

forwarf. representag 100.000 ^ fee. „f i^au^rtal sp«» in fte i^tcpriate sector wl 
^^.U„o.He,se„apHoe„n.5pe,s<,„a.f<..„a.eej:^^'r'^ 

tr»^- * .... ^ ^ "^"^""^ ^ ^ <=ertam farming sector is 

.b.1,^ to buy and sen «smgfctoe»,fon™rds and options on the aroro™.,. . 1 *° 

».»wBen«^see««.,„ainesse»con.««ngo.J,„JCr:r:^s^ 
^^d.^«.aHU.,toh.dge«.e..n.de.,^g.ops,w.c,a.g.orr: 
"a*.ona.con™„d..y hedgingnu*.,, orvu«,eirn.e of Wes. forwards and optt^Tll 

^^M. 0«»r.ando»ners.housevacan.,andfora,arie.yofreasons 

commod.t,.sandanyofl»ra»ersofland,wfflh.vc.beabffic-tobnyand«nfbto»« ft, ", 7 
op«onson,^Mdingsor««,dcsiredft,.reho,dtagins^c™ 

I0I94) Anotter „pe of teuton *« H^uld be m«te possible via ftis ays«m a., swap 

tr!™aotiona.whiehutilize.c«mbinationoffer™da ^ 7 ' 

„ options on forwards and flituies 

op^ot^aswcnaaactaalpl^io^^.^^^,^ tlere are ntany types o, swap 

-^o.*«c„n,daris,via.beindices.ndtbense.ftbef„rward.«.n^JX^ 
sectors represented by the indices. markets in the 

-^..ora.e^on.beir.ves.n«n....a«n..anJ^rL!: — 
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year for the project ftom inception to completion. The investors will be ve,y happy to risk $2 to 
imve a profit potential of $18 per square foot on the project in the next year, and will also be happy 

iflheprojectisfinishedandtheycouldstartcollectingtheirprmcipleandinterestback 
mveshnent One possibility is that the developer could go to a bank or a financial institution and 
enter mto a swap transaction, whereby he would purchase put options on an index representative of 
the sector in which the property was being constructed with a strike price of $30 per square foot 
and sell call options with a strike price of $50 per square foot on the same sector. In one year's 
tone, the project is complete and the developer leases his space to lessees at the current market If 
the market at that tune is below $30, the developer has protected his investors with Ms purchase of 
the put optxon. If the market is above $50, he can sell his property in the physical market and close 
out his hedge, locking in the $18 profit for his investors. A swap transaction, in this case, has 
allowed the developer to hedge the downside without giving up the upside of his investors' 
expectations for profit on the project 

[01961 Anofter transaction enabled by this system is a forward or iuture transaction, which wiU 

be milized and wiUbe settled off the index for the sector in wMch the transaction was initi^^^ 
Forward and/or futures transactions wiU be utilized by many market participants in order to 

mxtigat^ or take on additional risk in the real estate market. For examplcapotentiallesseeofa 
property who anticipates that he or she wiU be needed 1 00,000 square feet of space in a specific 
sector in one years time will initiate a hedge in that sector by either buying futures or forwards in 

tiiat sector. If the current market price for the hedge is $40 per square foot, he or she will go long 
futures c^forward at $40per square foot In one year'sthne, if the price is $30 per square f^^ 
or she will lease the property at $30 and close out his hedge by selling his futures or forward 
position, thus losing $10 per square foot, such that the net cost for the property is $40 per square 
foot If. m one year's time, the price per square foot rises to $60 per square foot, he or she will 
lease m the physical market at $60 per square foot and then liquidate the hedge by selling out the 
forward or futures positions at $60 per square foot, thus gaining $20 per square foot, such that the • 
net cost for the property is $40 per square foot In both cases, the lessee has achieved the goal of 
leasmg the space at $40 per square foot 

(01971 Options transactions will be utilized and will be settled via the index for the sector in 

which the option transaction was mitiated. For example, ifacurrent landlord^ 

many ofhis or her tenants, and her or she beUeves that the market WiU to appreciate inprice over 
the coming months and years when those options were coming due, he or she could go to the 

options marketfor the specific sector in whichhe or shegran^ 

back, thus covering his or her risk. If the call options were exercised by his tenants because the 
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2r "J^ T' ^ ■'"-^ »^ P--- « are 

foro,.^ga„oxcha.geisp.^d^ Fi.™ 2 sUws a. exchange in acco^ J 
«nbotoe„t Unlike conventional exchanges, such as gold fUnnes. which derived ton an organic 
^u.f..«res.an.cha„geinh«ere*i..eales.a.,ea.es 

^F.^2.„.ccordance„.ftanon.bcdin.en,of*.presen.i„vention..n«^,,3f<™^ 
hy ob^nnng a gronp of investors 10 (or consortion. n^nber.) ^ taves. in tte fom^tion of T 
e Change. To «,i.,e .^e success of exchange, fte invest are selected fton, potenlLrs 

know.edgefta.wouldhev..nah,.incre«ing.ndr«nning*eexch.nge. Once Jconsortinn, 
me.^.nves.ind««.^«^^^„„^^^^^^^^^ ^^^^^ 

acrhtarmg h<,nidi.y and i« success. Moreover. ^ nn,or payers ftom bartdng. real esL and 

^a^^cchange ,on,eu,bcrs20. I„re^ for *e „eu*ership fee. *e nrenO^. 2otv.l 
exol„s.v.ngh..obuy„dseUconu,c.sorUadea.p„fe,en«alra«sona..exchange 1 The 
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consortium members 10 may. or may not, also be members 20. As with conventional exchanges 
the members 20 frequently trade on behalf of third parties 30. such as brokers, individuals 
companies, institutions, and the like. The exchange 1 provides order matching and trade e^cution 
for buy orders and sell orders generated by the members 20 in the same mamier as conventional 
exchanges. The members send buy orders and sell orders to the exchange 1, the exchange 1 
matches buy orders with sell orders in a conventional matter, executes the trade, reports the trade as 
required by govenmient regulations, and then sends confimiations of each trade executed to the 
respective buyer (i.e.. the member 20 which generated the buy order) and seller (i.e.. the member 
20 which generated the sell order). Preferably, the members 20 transmit buy/seU order to the 
exchange, and receive trade confirmations from the exchange. electronicaUy via either software 
resident on the member's computers or via web-based software. It is also contemplated that the 
third parties 30 may communicate electronically with the members 20 in the same mamier. 

[0201] The exchange 1 also transmits market data to the members 20. also in a conventional 
mamier. Tbe market data includes, in^^ bid and ask prices, as well as data regarding the daily 
cash index. Ibe daily cash index is generated by a qualified uniform daily cash market source 40 
as described above. In this regard, the source 40 obtains its daily information regarding real estate 
leases (and/or other types of real estate data) from, for example, real estate brokers 50. It should be 
noted that the consortimn members 10 and the members 20 may also be real estate brokers 50 and 
other bona fide sources of data 51. The consortium members 10, as the owners of the exchange 1 
set the rules and procedures of the exchange. In addition, as owners of the exchange, the 
consortium members receive a percentage of the revenue generated by the exchange, including for 
example, a percentage of trade execution fees, membership fees, Ucensing fees for transmission of 
the market data, revenue from sales of software, etc. 

10202] Although the above-referenced exchange and mefliod of forming an exchange is preferred 
It should be appreciated that conventional exchanges and other trading systems can alternatively be' 
used to generate and process buy and seH orders in accordance with the present invention. 

[02031 m accordance with other embodiments of the present invention, the daily cash index is 
based, not on real estate transactions, but rather, on other real estate data, such as real estate 
vacancy rates, hotel occupancy mtes. hotel room rates, data on new commercial or resideritial 

construction, etc. 

[02041 F°'«^Hmaccordance withanotherembodimentofthepresentinvention. amethod 
for matching buy and sefl orders is provided wtdch includes the steps of: maintaining a daily cash 
mdex of hotel room occupancy (or vacancies) for a local region; creating a trading instrument 
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pU™h^of«U<^„Utingtoft.i,„^^^^,i„g^^ ^^^^^^^ 
apmchaseandsaleofllieiiistminart. "oeiraimBe 

room rate. fora.oc.l«gi<^or.a«„g,^i^^^^^^^^^^_^^ 

I .'""^ ' ""^ '»~ - • of 

*ed„brc^«^on«„da,.ofsa«o.ah^«»^3e^,,p,^„,^^^^ 

»fl,e^We,«;g«„eraH«gaph«aayofsenon5^„M^,„fl„i^^^ 
buy airf san orte to detemine a purctaae arrf sale of tte instnm„«. 

trading are the following; ^ 

- RevPar (Revenue per room): a ca.cul.tton to, reflect grosa revenue per fa ofcer ™d. 
occupancy rates muHplied by average room rates; and 

- Pmffar (Prom per room).- a calculation ttn. reflects op«a«„g profit per year over the daily 

available rooms per year. 

[02071 baccoria«ewi.h.no«>ere„,bodta«m of tta present inventton,a„e 

bjandsellord^ispr^dedwMchincludesa^ steps of: nraint^ningadaily cash index of rea' 

ea.a.ev.cancyra,^fi,r.localregion;creatingatradinginstrunrentrep»^^^^ 

^^.e ^ca^ rates fa the .oca, region. »he.in a ^ 

<tao,.onoffl»aadycashtadex™,,h. date of said cash semernen^generattngapluralityofbuy 
ord^ rehtn^ to the fastrument; generattng a plurality o, sel. orders reUttng to the fas.„„nen« and 

matohtng 4e buy and sen orders to determfa. a purchase and sale of the tastxument 

'ZLTT, ~ "'."^ i. re- estato occupancy (or vacancy) rates, hotel roon. 

rates and hotel occupancy („ vacancies) can be to^lenrented and *aded in the n,anner described 
above wtthreg^d to rea. estate Uasenttes. As such, flrey can be fad«, as iUn^s contracts 
fo™«d .ran^tio^. optton^ ^ ^ ^ «K. opttous on fi^an, t^,;^. ^ 

can be used as hedgmg 6:MBacttons. swap transactions, and for speculation. 
[0209, Wi* regard to the medrods for tradfag interests fa hote. room rates and hotel v^ancies 
*. dady cash mdex is preferably weighted accordfag to hote. classes, wherefa dte hote. cbsses " 
UKlude a. leas, a two star hotel class, a d»e star hotel etas, and a four star hoto. Cass 
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[0210] It will be understood that the foregoing description is illustrative only and that one of 
ordinary skfll and expertise in the art will recognize various modifications which do not depart from 
the spkit and scope of the invention tiiat are to be limited solely by the claims. 
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